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PUC-IR-1 

During the course of the hearing and in submittals, certain parties described the difficulty in 
monetizing .state tax credits. The Commission asks for a detailed explanation, citing the 
specific tax statutes of the tax credits that developers cannot often monetize. If Ihe tax 
credits are useful for some projects, such as residential solar PV installations, but not others, 
please specify which projects the specific available tax credits are or are not frequently 
available for and why. 

HDA Response: 

HDA does not have detailed information or direct project implementation experience 

regarding the extent to which Hawaii state tax credits can be monetized but notes that Act 

154 of the 2009 Legislature (implementing SB464) has taken effect since close of the panel 

hearings. Act 154 adds provisions allowing an option to taxpayers to utilize a reduced 

refundable tax credit that is not limited to the magnitude of a project sponsor's state tax 

liability. In this specific regard, current tax law is different than what was characterized in 

testimony at the panel hearings. Act 154 should broaden the extent to which solar energy 

and some other renewable projects can effectively monetize state tax credits. 

In pertinent part, Act 154 adds to previous language in HRS 235-12.5 the following 

new language: 

(g) For solar energy systems, a taxpayer may elect to reduce the eligible credit 
amount by thirty per cent and if this reduced amount exceeds the amount of 
income lax payment due from the taxpayer, the excess of the credit amount 
over payments due .shall be refunded to the taxpayer; provided that tax credit 
amounts properly claimed by a taxpayer who has no income tax liability shall 
be paid to the taxpayer: and provided further that no refund on account of the 
tax credit allowed by this section shall be made for amounts less than $1. The 
election required by this subsection shall be made in a manner prescribed by 
the director on the taxpayer's return for the taxable year in which the system is 



installed and placed in service. A separate election may be made for each 
separate system thai generates a credit. An election once made is irrevocable. 

(h) Notwithstanding subsection (g), for any renewable energy technology 
.system, an individual taxpayer may elect to have any excess of the credit over 
payments due refunded to the taxpayer, if: 

(1) All of the taxpayer's income is exempt from taxation under section 
235-7(a)(2)or{3);or 

(2) The taxpayer's adjusted gross income is $20,000 or less (or $40,000 
or less if filing a tax return as married filing jointly); provided that 
tax credits properly claimed by a taxpayer who has no income tax 
liability shall be paid to the taxpayer; and provided further that no 
refund on account of the tax credit allowed by this .section shall be 
made for amounts less than $1. 

HDA does not have specific information regarding the applicability or effect of Act 

154 beyond a straightforward reading of the language above. 



PUC-IR-2 

The Commission is evaluating FiT rates that are non-levelized. Like levelized rates, such 
rates would provide projects recovery of their costs and a reasonable rate of retum. Non-
levelized rates would increase over time based on a predetermined discount or inflation rate. 
Pages 27 through 29 of Haiku Design and Development's opening brief describe and 
illustrate such an approach. 

The Commission requests that the parties provide feedback on whether such rates, if they 
provide the same level of compensation (when adjusting for the time value of money) 
would be practicable for developers. In particular, could debt and equity financing 
structures accommodate rates that provide lower compensation early on and more 
compensation later, reducing early cash flow? Would doing so increase the overall required 
FiT compensation? 

HDA Response: 

HDA does not have direct renewable energy project implementation or financing 

experience. 

Prior to proposing non-levelized FiT rates in its opening brief, HDA polled several 

parties in this proceeding with experience developing renewable projects in Hawaii 

regarding whether rates that provide lower compensation initially and escalate over the FiT 

term were feasible regarding project financing. The only definite responses provided to 

HDA indicated that escalating FiT rates would not be a problem. Indeed, the list of recent 

Hawaii solar photovoltaic projects provided in the opening brief of the Solar Alliance (SA) 

and the Hawaii Solar Energy Alliance (HSEA) in this docket are structured with payments 

for energy that iire initially lower and escalate at 3% per year over the life of the project 

contracts.' These projects are the basis for the proposed FiT rates proposed by SA/HSEA. 

' SA and HSEA Opening Brief at pp. 9-10 and tabic on p. 10. Some details regarding the ternis of these contracts 
(including the 3% escalation rate) were provided in oral testimony by SA (R.Sato) at the panel hearings. 



Clearly, it was feasible to structure financing for these projects. Project financing has also 

been feasible for projects with payment streams based on the utilities' avoided costs which, 

besides being initially lower and expected to escalate over the project life, are also volatile 

and uncertain. 

It should be recognized that non-levelized FiT rates could result in incrementally 

higher total project financing costs than levelized rates for several possible reasons, 

including: 

• An amortized debt instrument with initially low and increasing periodic payments 

results in higher net outstanding principal integrated over the term of the debt (and 

therefore more total interest expense). 

• Non-conventional financing could be more expensive than conventional financing. 

• To the extent that project performance risk is shifted from the utility and ratepayers 

to project developers by deferring the loading of payments to the later part of the 

project term, corresponding financing costs may be higher. 

The first factor listed above can be calculated in straightforward manner but would depend 

upon the specific assumptions applied. HDA does not have direct experience to estimate 

the magnitude of the second two factors above. 

Any increased project costs associated non-levelized FiT rates should be weighed 

against the advantages previously noted by HDA in its opening brief 
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